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The  Honorable  Forrest  H.  Anderson 

Governor 

State  of  Montana 

Helena,  Montana   59601 

Dear  Governor  Anderson: 

In  accordance  with  the  requirements  of  Section  82-4002,  R.C.M,,  1947, 
there  is  herewith  transmitted  to  you  the  report  of  the  Department  of 
State  Examiner,  Ex-Officio  Superintendent  of  Banks  covering  the  fiscal 
year  ended  June  30,  1970. 

The  moribund,  antiquated,  watered-down  status  quo  of  past  eras  suffocates 
us.   If  this  Department  is  to  progress  and  serve  the  public,  I  strongly 
recommend  the  endorsement  of  an  adequate  appropriation;  what  is  proposed 
is,  at  least,  minimal.   The  constant  travel  requirement  for  our  examiners, 
together  with  less  than  break-even  per  diem,  and  modest  salaries,  re- 
■  suits  in  a  high  turnover  rate.   Thus,  half  of  our  staff  is  in  training 
most  of  the  time  and  consequently,  the  quality  of  our  work  is  open  to 
question.   The  fact  we  are  not  fulfilling  our  obligation  according  to 
statute  is  not  open  to  question  —  we  cannot  get  the  work  done. 


Respectfully  submitted. 


5HN  A.  DOWDALL 
ite  Examiner,  Ex  Officio 
Superintendent  of  Banks 
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LEGAL  REFERENCES 


GENERALLY 

The  Office  of  State  Examiner  was  created  by  Article  VII,  Section  8 
of  the  Constitution  of  Montana.   The  many  duties  and  responsibilities  of  the 
office  were  then  specifically  assigned  to  this  office  by  Legislative  action, 
and  such  duties  and  responsibilities  have  been  continually  added  to  or  re- 
vised by  each  Legislative  Session. 


SPECIFIC 

SUPERVISION  AND  EXAMINATION  PROGRAM 

I.   FINANCIAL  INSTITUTIONS 

Section  5-601 

Created  Office  of  Superintendent  of  Banks 

Sections  5-101  thru  5-1311 

Supervision  and  Examination  of  Banks 

Sections  7-101  thru  7-159 

Supervision  and  Examination  of  Savings  &  Loan  Associations 

Sections  14-130  thru  14-157 

Supervision  and  Examination  of  Credit  Unions 

Sections  47-201  thru  47-228 

Licensing,  Supervision,  and  Examination  of  Consumer  Loan  Lenders 

Section  47-203 

Creates  Office  of  Consumer  Loan  Commissioner 

Sections  74-601  thru  74-612 

Licensing  and  Supervising  Sales  Finance  Companies 


(continued) 
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PRINCIPAL  GOALS 


The  general  goal  and  purpose  of  this  agency  is  to  prevent  misuse, 
waste,  inefficiency,  or  embezzlement  in  the  handling  of  public 
funds,  and  to  protect  against  loss  to  the  general  public  which 
might  result  from  the  insolvency  of  financial  institutions. 
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PROGRAM  INVENTORY  AND  COST  SUMMARY 


PROGRAM 


COST 
1969-70  F.Y. 


Supervision  and  Examination 


Local  Accounting  Assistance 


$  387,217 
1,500 


TOTAL 


$  388,717 
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MAJOR  ACCOMPLISHMENTS 


SUPERVISION  AND  EXAMINATION  PROGRAM 


FINANCIAL  INSTITUTIONS 


As  Ex-Officio  Superintendent  of  Banks,  I  can  report  that  no 
financial  institution  under  the  supervision  of  this  department  has  become 
insolvent  during  the  past  year  due  in  a  great  degree  to  the  constant  sur- 
veillance of  the  institutions  by  this  office  as  well  as  the  numerous  con- 
ferences with  management  of  those  few  who  seemed  to  be  developing  problems. 

Our  examination  procedures  have  been  modernized  by  concentrating 
more  on  important  factors  and  eliminating  some  of  the  detailed  work  that 
formerly  consumed  too  much  valuable  time.   The  adoption  in  July,  1969  of  a 
completely  revised  form  of  bank  examination  report  has  resulted  in  better 
but  briefer  reports  to  the  Boards  of  Directors  of  the  examined  banks. 

During  the  Summer  and  Fall  of  1969  we  sent  four  of  our  examiners 
to  Electronic  Data  Processing  schools  for  a  one  week  familiarization  course 
in  the  application  of  these  high  speed  accounting  tools  in  bank  accounting, 
which  should  improve  the  skills  of  these  examiners. 

The  activity  and  interest  in  new  State  Bank  Charters  has  been  in- 
creased tremendously  during  the  past  year,  during  which  13  applications  were 
received  for  new  bank  authorizations.   Four  proposed  banks  have  been  given 
commitments  to  issue  final  authorization  after  required  conditions  have  been 
met;  two  were  issued  Certificates  of  Authorization  to  commence  a  banking 
business,  and  two  applications  were  denied.   One  new  bank  opened  for  business; 
on  April  13,  1970,  the  First  Security  Bank  of  Helena  commenced  operations. 


(continued) 
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MAJOR  ACCOMPLISHMENTS 


II.   MUNICIPAL  DIVISION 


We  made  what  we  considered  to  be  a  critical  self- 
evaluation  of  the  primary  municipal  duties  and  responsibilities 
of  the  Office  of  the  State  Examiner,  how  effectively  these  duties 
and  responsibilities  are  carried  out,  and  whether  or  not  our  level 
of  performance  in  this  connection  meets  the  needs  of  the  day.   The 
results  were  not  to  our  liking;  however,  out  of  this  has  come 
positive  goals  that  are,  we  believe,  objective,  achievable,  and 
vital  in  sustaining  a  professional  progress. 

The  initial  step  in  fulfillment  of  the  first  of  our 
positive  goals  was  to  obtain  the  independent  and  professional 
seirvices  of  the  national  accounting  firm  of  Ernst  &  Ernst  for 
the  purpose  of  reviewing  the  duties  and  responsibilities  with 
which  we  are  charged,  and  to  evaluate  how  well  we  have  discharged 
them.   Ernst  &  Ernst  was  selected  because  one  of  its  staff  members, 
Mr.  Joseph  Lowery,  was  considered  to  be  an  expert  in  the  field  of 
governmental  accounting  and  auditing.   The  cost  of  the  study  was 
$3,000,00  of  which  $1,500.00  was  received  through  contributions 
from  the  Montana  Taxpayers  Association,  the  County  Clerk  and 
Recorders  Association  and  the  County  Commissioners  Association. 
In  the  main,  the  results  of  the  study  pretty  well  supported  our 
own  review. 


Ccontinued) 
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MAJOR  ACCOMPLISHMENTS 


LOCAL  ACCOUNTING  ASSISTANCE  PROGRAM 


According  to  the  Ernst  &  Ernst  study,  the  greatest  need  of 
the  State  Examiner's  Office  in  relation  to  the  examinations  of  the 
books  and  accounts  of  counties,  cities  and  towns  is  the  adoption  of 
modern  accounting  manuals  based  upon  the  recommendations  of  the 
National  Committee  on  Governmental  Accounting.   They  also  stated  that 
each  of  these  manuals  should  contain  guidelines  for  establishing  a 
good  system  of  internal  control  and  guidelines  for  auditing.   Ernst  & 
Ernst  went  on  to  recommend  that  the  State  Examiner  should  first 
establish  a  steering  committee  so  that  a  plan  to  develop  the  manuals 
could  be  prepared. 

We  are  happy  to  report  that  at  this  date,  a  seven-man 
steering  committee  has  been  established  and  will  have  its  first  meeting 
some  time  in  August,  1970.  We  are  indeed  fortunate  that  Montana  State 
University  has  agreed  to  assist  us  in  coordinating  this  important 
project.  We  feel  that  the  membership  makeup  of  this  committee  repre- 
sents an  excellent  cross-section  of  knowledge  and  expertise,  three  of 
whom  are  Certified  Public  Accountants.   The  committee  membership  in- 
cludes a  Montana  State  University  professor  of  accounting,  a  member 
representing  the  Montana  Society  of  Certified  Public  Accountants,  a 
county  administrative  assistant,  a  county  commissioner,  two  members 
representing  the  Montana  League  of  Cities  and  Towns  and  a  member  of 
this  department's  staff. 

With  hard  work  and  some  financial  assistance,  we  are  confident 
that  the  professional  expertise  of  this  group  is  equal  to  the  task  at 
hand. 
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MAJOR  RECOMMENDATIONS 


I.   PROGRAM:   SUPERVISION  AND  EXAMINATION 

REQUIRED  ACTION:   LEGISLATIVE  (APPROPRIATION  INCREASE) 

PRIORITY  RATING:   1  of  2 

CATEGORY:   INCREASING  EXISTING  SERVICES 


Recommendation.   The  appropriation  should  be  increased  to  $1,352,000 
for  the  1973  biennium.   This  will  provide  funds  enough  to  hire  an  additional 
13  field  examiners  and  an  additional  stenographer.   This  additional  personnel 
should  be  sufficient  to  perform  our  statutory  responsibilities. 


Discussion.   The  one  overriding  problem  which  is  the  cause  of  the 
reconized  deficiencies  in  the  execution  of  the  Supervision  and  Examination 
program  of  this  department,  is  the  lack  of  sufficient  appropriation.   We  are 
unable  to  compete  with  private  industry  in  the  acquisition  of  well-qualified 
personnel.   Our  restrictive  salary  schedules  cause  far  more  terminations  of 
field  examiners  than  can  be  satisfactorily  replaced,  either  in  numbers  required 
or  desired  level  of  competence.   We  are  not  well  staffed  enough  to  even  approach 
meeting  the  responsibility  of  conducting  the  examinations  required  by  Montana 
Statutes.   This  in  turn  eliminates  the  possibility  of  performing  many  needed 
functions,  such  as  improving  the  training  programs  for  our  examiners,  providing 
modernization  of  accounting  methods  for  political  subdivisions,  reviewing  per- 
tinent laws  for  recommended  updating  to  present  technology  and  standards,  ex- 
ercising adequate  supervision  of  field  examination  procedures  and  performance,  and 
having  available  personnel  to  consult  with  officials  in  the  field  when  so  re- 
quested or  when  required. 


(continued) 
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MAJOR  RECOMMENDATIONS 


A  much  needed  public  service  should  be  performed  by  instituting  a  statis- 
tical or  data  gathering  program  for  evaluation  of  the  mass  of  information  dev- 
eloped during  our  examinations  or  available  from  the  many  reports  filed  with 
this  office.   Lack  of  organized  information  relevant  to  the  many  agencies  and 
institutions  which  this  department  supervises  is  a  deficiency  which  will  require 
considerable  effort  and  time  to  correct,  and  consequently  can  be  accomplished 
only  when  appropriations  are  adequate. 

It  is  our  sincere  belief  that  this  department  is  important  to  the  State 
of  Montana,  that  it  has  the  desire  to  improve  the  service  it  renders  for  the 
citizens  of  Montana,  and  that  it  has  the  capability  of  competently  performing 
its  responsibilities  if  given  the  tools  to  work  with. 


II.   PROGRAM:   LOCAL  ACCOUNTING  ASSISTANCE 

REQUIRED  ACTION:   LEGISLATIVE  (APPROPRIATION) 

PRIORITY  RATING:   2  of  2 

CATEGORY:   EXPANDED  SERVICES  WITH  NEW  APPROACH 


Recommendation.  An  appropriation  of  $40,000.00  should  be  made  for  the 
1973  biennium  to  complete  this  program. 

Discussion.   In  addition  to  the  responsibility  for  annual  examinations 
of  counties,  cities  and  towns,  the  State  Examiner  is  required. 

Under  Section  82-1002,  R.C.M.,  1947,  to  prescribe  the  general  methods 
and  details  of  accounting  for  the  receipt  and  disbursement  of  all  monies  be- 
longing to  counties,  cities,  and  towns. 


(continued) 
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MAJOR  RECOMMENDATIONS 


Under  Sections  11-1411  and  16-1909,  R.C.M. ,  1947,  to  make  such  rules 
and  regulations  and  classifications  and  prescribe  such  forms  as  may  be  necessary 
to  carry  out  the  provisions  of  the  municipal  budget  act  and  the  county  budget 
act,  to  define  all  expenditures  which  shall  be  chargeable  to  each  budget  acc- 
ount and  to  establish  such  accounting  and  cost  systems  as  may  be  necessary  to 
provide  accurate  budget  information. 

The  accounting  and  reporting  system  manuals  now  in  use  are  outdated  and 
modequate  the  uniform  system  of  accounts  for  Counties  was  issued  in  1953, 
but  was  merely  a  reprint  of  a  1917  manual.   The  uniform  system  of  accounts  for 
Cities  was  issued  in  1932. 

Since  the  issuance  of  these  manuals,  great  advances  have  been  made  in 
the  field  of  governmental  accounting  and  reporting.   The  national  committee  on 
governmental  accounting  has  established  recommended  principles  and  standards 
for  governmental  accounting.   As  far  as  practical,  the  proposed  manuals  will  be 
based  on  their  recommendations. 

In  broad  and  general  terms,  the  manuals  would  include:  (1)  the  nature 
and  purpose  of  governmental  accounting,  (2)  governmental  accounting  principles 
and  standards,  (3)  legal  requirements  affecting  accounting  for  financial  trans- 
actions, (4)  department  and/or  administrative  organization,  (5)  fund  structure, 
(6)  basis  and  system  of  accounting,  (7)  classification  of  accounts,  and  (8) 
illustrations  of  accounting  forms,  records  and  financial  reports   recommended 
for  both  handwritten  and  mechanical  systems. 

The  development  would  be  in  four  stages:  (1)  thorough  study  of  the 
accounting  requiremements  and  problems,  (2)  preliminary  draft  and  consultation 
(3)  editing  and  printing,  and  (4)  local  supervised  implementation.   The  number 
of  local  governmental  units  involved  consists  of  56  counties  and  126  incorporated 
cities  and  towns  of  various  sizes  and  needs. 

The  purpose  of  this  program  is  to  develop  and  implement  modem,  uniform 
accounting  and  reporting  system  manuals  for  counties,  cities  and  towns  which  will 
provide  meaningful  financial  information,  in  proper  form,  to  persons  res- 
ponsible for,  or  concerned  with,  the  operations  of  these  local  governmental  units. 
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ANALYSIS  OF  PROGRAMS 


SUPERVISION  AND  EXAMINATION 

I.   FINANCIAL  INSTITUTIONS 

Services  Provided.   Evaluation  of  financial  condition  to  determine 
solvency,  sound  operation,  and  that  funds  of  the  depositing  or  investing 
public  are  reasonably  safe.   Compilations  of  statistics,  for  information  to 
the  general  public  and  the  institutions  supervised,  which  indicate  economic 
trends  and  which  can  also  be  used  as  guidelines  by  managers  of  financial 
institutions.   Chartering  or  licensing  proposed  new  institutions  when  public 
needs  and  convenience  indicate  such  action  is  warranted. 

Objectives .   to  make  the  required  annual  examinations  and  evalua- 
tions of  institutions  under  the  Department's  supervision  each  year  at  a 
performance  level  that  gives  reasonable  assurance  of  their  compliance  with 
Montana  laws  governing  their  operations,  and  that  the  public's  interest  is 
being  adequately  served  by  our  supervision  of  such  institutions.   To  exact 
every  means  of  preventing  loss  to  the  general  public  resulting  from  in- 
solvency. 

Target  Groups .   All  the  State-chartered  institutions  consisting  of 
88  banks,  6  savings  and  loan  associations,  23  credit  unions,  72  consumer  loan 
licensees,  and  82  sales  finance  companies.   All  the  citizens  of  Montana  are 
the  beneficiaries  of  good  supervision  of  the  State's  financial  institutions. 

Achievements .   No  financial  institution  under  our  supervision  became 
insolvent  during  the  past  fiscal  year.   Thirteen  applications  for  new  banks 
were  received,  of  which  four  have  been  given  commitments  to  issue  final 
authorization,  two  were  issued  Certificates  of  Authorization  to  commence 
business,  and  two  were  denied  approval.   The  First  Security  Bank  of  Helena 
commenced  operations  on  April  13,  1970.   Four  bank  examiners  were  sent  to 
Electronic  Data  Processing  schools  for  one  week  familiarization  courses  in 
application  of  these  machines  in  bank  accounting,  which  will  improve  the 
skill  of  these  examiners. 


(continued) 
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Performance  Summary.   Each  year  the  required  examinations  have 
been  made  of  all  savings  and  loan  associations,  credit  unions,  and  consumer 
loan  licensees.   Because  of  shortage  of  personnel,  due  to  inadequate  appro- 
priations, the  department  has  not  been  able  to  make  the  required  examinations 
of  all  banks.   The  following  tabulation  details  this  deficiency  in  our 
performance: 


Calendar  Years 


1967 

1968 

1969 

85 

87 

88 

73 

74 

71 

12 

13 

17 

Number  of  banks 
Banks  examined 
Examinations  not  made 


II.   MUNICIPAL  DIVISION 

Services  Provided.   Conduct  examinations  of  financial  and  budgetary 
books  and  accounts  for  the  purposes  of  determining  accounting  and  legal 
compliance;  prescribe  the  general  methods  and  details  of  accounting  for  the 
receipt  and  disbursement  of  all  moneys;  make  such  rules  and  regulations  as 
may  be  necessary  to  carry  out  the  provisions  of  the  county  and  municipal 
budget  acts,  and  provide  an  ever-increasing  demand  for  day-to-day  telephone 
counseling  services  relating  to  municipal  accounting,  budgeting  and  the 
application  of  innumerable  Montana  laws. 

Objectives.   To  conduct  the  required  number  of  annual  examinations 
on  a  high  professional  level;  develop  and  implement  modern,  uniform  account- 
ing and  reporting  system  manuals,  which  will  provide  meaningful  financial 
Information  to  persons  responsible  for,  or  concerned  with  the  operations  of 

(continued) 
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local  governmental  units,  and  provide  responsible  counsel  and  assistance 
on  matters  of  accounting  and  law  to  all  units  of  local  government  and  to 
the  citizens  of  Montana  as  well. 

Target  Groups.   The  target  groups  are  made  up  of  units  of  local 
government  consisting  of  56  counties,  126  cities  and  towns,  224  school 
districts,  107  fire  department  relief  associations,  90  rural  fire  districts, 
and  45  irrigation  districts.   All  citizens  of  Montana  share  in  the  benefits 
of  effective  supervision  and  well  operated  units  of  local  government. 

Achievements.   This  was  a  year  of  important  achievements  for  the 
>funicipal  Division.   The  most  significant  of  which  was  the  honest  and  real- 
istic evaluation  of  departmental  functions,  policies,  and  objectives.   Some 
of  the  other  more  important  achievements  that  follow  are  the  direct  result 
of  this  evaluation: 

We  obtained  the  independent  and  professional  services  of  the 
national  accounting  firm  of  Ernst  and  Ernst  for  the  purpose  of  reviewing 
the  duties  and  responsibilities  with  which  we  were  charged,  and  to  evaluate 
how  well  we  have  discharged  them. 

We  developed  standard  examination  reporting  formats  for  counties, 
cities,  and  towns. 

We  undertook  the  project  of  developing  uniform  accounting  and 
reporting  system  manuals  for  counties,  cities,  and  towns. 

We  committed  ourselves  to  the  development  of  standard  internal 
control  questionnaires  and  audit  programs  for  counties,  cities,  and  towns 
within  the  next  two  years. 

Performance  Summary.   Since  1963,  when  the  Legislative  Assembly 
amended  Section  82-1008,  R.C.M.,  1947,  and  made  it  the  duty  of  the  State 
Examiner  to  make  at  least  one  examination  during  each  fiscal  year  of  the 
books  and  accounts  of  all  school  districts  of  the  first  and  second  class 
and  of  the  third  class  districts  maintaining  a  high  school  district,  we 


(continued) 
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have  grossly  neglected  our  statutory  examination  responsibilities  per- 
taining to  counties,  cities  and  towns,  in  that  the  time  lapse  between 
examinations  of  these  units  has  steadily  grown.   The  limited  number  of 
staff  personnel  available  is  the  primary  cause  of  our  problem.   If  we 
are  to  provide  the  examination  services  that  the  present  laws  intend, 
then  our  staff  must  be  increased  in  proportion  to  these  responsibilities. 
The  historical  summary  that  follows  certainly  establishes  that  we  are 
unable  to  properly  discharge  the  examination  responsibilities  with  which 
we  are  charged. 

Annual  Examinations  Required  Compared  with  Examinations  Made; 

Fiscal  Years  Ending 


Counties 


Numb  er 
Required 

56 


6-30-67 
32 


Number  Made 


6-30-68 
27 


6-30-69 
27 


6-30-70 
28 


Cities  and  Towns 


126 


60 


72 


39 


87 


Schools 

Fire  Relief  Assns 

Rural  Fire  District 

Irrigation  Districts 

State  Treasurer 

Clerk  of  Supreme  Court 


224 

214 

218 

224 

224 

107 

56 

58 

33 

77 

90 

49 

55 

46 

60 

45 

26 

17 

16 

31 

1 

1 

1 

1 

1 

1 
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ANALYSIS  OF  PROGRAMS 


Cost  Summary.   The  total  cost  for  this  program  is  summarized  below; 

Fiscal  Years 

1967-68      1968-69      1969-70 

Total  Expenditures  $  301,255   $  360,144   $   387,217 

Examination  and  Licensing  Fees 
Collected  and  deposited  with 
State  Treasurer  259,629      259,883      268,967 

Net  Cost  to  State  $   41,626   $   100,261   $  118,250 
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FINANCIAL  RECAP 


Cost  by  Object  of  Expenditure  and  Source  of  Funding 

1969  -  70  Fiscal  Year 

SUPERVISION  AND  EXAMINATION  PROGRAM 

OBJECT  OF  EXPENDITURES 

Personal  Services  $  294,733 

Operations  92,228 

Capital  256 

Total  Expended  $  387,217 

SOURCE  OF  FUNDING 

General  Fund  353,755 

Earmarked  Revenue  Fund  33,462 

Total  Funding  $  387.217 

LOCAL  ACCOUNTING  SYSTEM  PROGRAM 

OBJECT  OF  EXPENDITURES 


Operation  (Contracted  Services) 
Total  Expended 


SOURCE  OF  FUNDING 


Private  Grants 
Total  Funding 


$ 

1,500 

$ 

1,500 

$ 

1,500 

$_ 

1,500 
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